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Ecuadoran President Jamil Mahuad completed 100 days in office Nov. 10. Despite his success in
securing a peace accord with neighboring Peru, Mahuad has been unable to solve the country's
serious economic problems. Mahuad's major accomplishment has been signing the peace treaty
with Peru.
While Ecuadorans generally support the peace treaty, they are much more critical of Mahuad's
lack of success with the continuing economic problems. "In these first 100 days, his performance
in economic policy has not been as good as his foreign relations," said Adrian Bonilla, analyst with
the Federacion Latinamericana de Ciencias Sociales. "The government is going to have to follow
through on stabilizing the economy."
Initially, Mahuad has worked to increase revenue through orthodox economic formulas including
a 15% devaluation, ending subsidies on basic services such as household gas and electric rates, and
raising gasoline prices. Some business owners and residents of the coast, hard hit by El Nino-related
storms and flooding, have demanded that Mahuad put more energy into reconstruction and into
effective social policies.
The administration insists, however, that securing peace with Peru had to be the number one
priority. Social programs fell far down on Mahuad's list, after economic adjustment measures,
financial support to the banking and business sectors, tax reform, and privatizations. Measures so
far have done little to correct problems Mahuad's economic measures have failed to quiet critics
calls for more aggressiveness in resolving the worst economic crisis in 20 years.
Ecuador has been hit by the slump in oil prices to 12-year lows and by US$2.6 billion in damages
from El Nino weather phenomenon. Oil provides 40% of Ecuador's income. To respond to the
depressed oil prices, in early November the state-run oil company Petroecuador announced it would
increase production from 390,000 barrels per day to 700,000 bpd. Ecuador ranks fourth among Latin
American oil exporters and is the region's sixth-largest producer.
Complaints about the administration's economic policies have been strongest from the business
sector, which is dealing with high interest rates, a volatile exchange rate, and restrictions on foreign
credit. The government has forecast a sharp slowdown in growth to between 1% and 1.5% this year,
after 3.4% growth in 1997. But private analysts say GDP growth will at best reach 1%. Ecuador's
deficit has climbed to US$1.4 billion, 7% of GDP, which in turn has pushed inflation upward. Annual
inflation for 1998 is expected to reach 45%, compared with 30.7% last year.
In mid-November International Monetary Fund (IMF) director Michel Camdessus visited Ecuador
amid government negotiations with the IMF on a US$350 million line of credit. Ecuador is in talks
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with the IMF over a three-year Extended Fund Facility (EFF) worth between US$350 million and
US$450 million. It needs an agreement with the IMF before it can renegotiate the terms of its Paris
Club debt, which amounts to more than US$1 billion. An EFF usually involves commitments to
certain structural reforms and economic targets in return for IMF funds. Under the EFF, for instance,
Ecuador must improve tax collections.
Tax reform signed into law
On Nov. 30, Mahuad signed a tax-reform law calling for suspending the income tax until the year
2000, substituting a 1% tax on all banking transactions. The goal of the administration," said Finance
Minister Fidel Jaramillo, is that the new tax will bring in at least US$600 million next year. The
previous income tax brought in about US$370 million. The law also includes help for troubled
private banks and businesses and imposes greater controls on the banking sector through the newly
created Agencia de Garantias Bancarias.
Private banks object that the new 1% tax applies to their deposits in "offshore" branches. They have
threatened a fight on the constitutionality of the law if the administration ignores their concerns.
The Asociacion de Bancos Privados del Ecuador (ABPE) presented the administration with a letter
objecting to parts of the law, backed by the administration and the Partido Social Cristiano (PSC).
The letter complains that the laws oblige the bank to adhere to interest rates and other regulations
set by an outside organization, while they must assume the risk, and that the law encourages
debtors to restructure their debts.
National economic emergency gives access to funds
On Dec. 2, Mahuad's administration said the government will declare a national economic
emergency to gain access to funds to cover upcoming debt payments, despite objections from the
Central Bank. The government intends to borrow US$280 million of US$311 million lent to Ecuador
by the Fondo Latinoamericano de Reservas (FLAR) in November. "The new Constitution clearly
states that the Central Bank cannot give the government credit except in a national emergency,"
Jaramillo told reporters.
It is the first time the government has called an emergency since the constitutional change, but
Jaramillo played down the significance, saying the funds were needed for normal foreign debt-
servicing payments. "They [the funds] will fundamentally serve to service and cancel foreign
debt, so it is a credit destined to strengthen the country's foreign sector, its balance of payments,"
Jaramillo said. "This is not a credit from the Central Bank to finance the deficit." Central Bank
President Luis Jacome Chavez warned that using the FLAR money for debt service could be unwise
and perhaps unconstitutional. He said the strongest economic policies are those that maintain
"sound fiscal policy, that is to say, obtain adequate financing if there is a deficit which means
without resources from the Central Bank." [Sources: Spanish news service EFE, 11/10/98, 11/18/98; El
Nuevo Herald (Miami), 11/17/98, 11/19/98; Reuters, 11/14/98, 12/02/98; Notimex, 11/16/98, 11/29/98,
11/30/98, 12/03/98]
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